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Informativeness of Mutual Fund Advertisements with Khaled Obaid at Financial Management
• We examine whether the decision to advertise and the content of advertisements in the mutual fund industry is valuable information and how investors respond to such information. Motivated by Nelson (1970 Nelson ( , 1974 and Kihlstrom and Riordan (1984) , we find that advertising expenditure is associated with significant increase in three-factor and four-factor alphas in the subsequent year. This relation is primarily driven by mutual fund advertisements that contain information on past relative performance. Generally, the positive relation between advertising expenditure and fund flows is not sensitive to the content of advertisements with one exception-during recessions, the inclusion of information about past performance or fees in advertisements isassociated with capital.
UNDER THE 1 st ROUND REVIEW
Insider Trading in Firms Rumored to be Takeover Targets with Fred Davis, Hamed Khardivar, and Thomas Walker at Journal of Corporate Finance.
• We examine insider trading of both managing and non-managing insiders for a sample of 1,642 initial takeover rumors during the period 2002 -2011. Using difference-indifference regressions, we find that insider net purchases are significantly higher within the year prior to the first publication of a takeover rumor when rumor articles are either accurate (lead to a takeover announcement) or informative (provide substantial justification for the rumor's publication), particularly when better-informed individuals (managing insiders) are doing the trading. Results further indicate that insider trades can assist in predicting takeover announcements. Furthermore, a trading strategy which longs rumored targets exhibiting positive abnormal insider trading while shorting those with negative abnormal insider trading yields significantly positive abnormal returns before trading costs.
An Analysis of the Consequences of Regulation SHO: The Case of Former Arthur Andersen Clients with Inder Khurana, Raynolde Pereira and Sujiao Zhao at Accounting Review
• Regulation SHO suspended the short selling related uptick price rule. We argue that tests involving Regulation SHO must distinguish between ex-Andersen clients from the rest because the demise of Andersen hurt its clients reporting reputation and forced the hiring of replacement auditors that imposed stringent constraints on managerial reporting discretion. Empirically, we find RegSHO positively affected only the audit fees of ex-Andersen pilot firms. To understand the underlying cause, we find Regulation SHO raised short interest and the urgency to release audited financial statements of these ex-Ansersen pilot firms. In terms of real effects, we only find an attenuation in the investment-stock price relation for the subset of Ex-Andersen clients. With respect to firm reporting behavior, we find a departure from earlier findings in that RegSHO largely reduced only the discretionary accruals of pilot firms that were not ex-Andersen clients. A key takeaway of our study is that ignoring confounding events such as the demise of the Andersen provides an incorrect evaluation of the impact of Regulation SHO.
Political Connections, Government Procurement Contracts, and the Cost of Debt with Reza Houston and David Maslar at Review of Finance Studies
• Semi-finalist for the best paper FMA 2017 • Presentations: Ball State University, the University of Dayton, the University of Richmond, the 2017 FMA meeting, and the 2018 MPSA and SFA meetings • We find that while a firm's percent of sales to the government is positively related to its cost of debt, the firm can offset this effect through political connections. After establishing these results using fixed effects regressions, to improve identification we then utilize two instrumental variables as well as an exogenous shock to connections around elections. We consistently find that connected contractors have lower costs of debt than non-connected contractors. Credit risk, which we argue proxies for the potential need for a bailout, does not appear to be the main channel. Capital expenditures and cash flow volatility are underlying mechanisms.
WORKING PAPERS

Agnostic Tests of Stochastic Discount Factor with Richard Roll
• QFE Seminar Series, New York University 2016, 9th Financial Risks International Forum Paris 2016, Caltech, UCLA seminars • We propose an estimator for the stochastic discount factor (SDF) that does not require macroeconomic proxies or preference assumptions. It depends only on observed asset returns. Nonetheless, it is immune to the form of the multivariate return distribution, including the distribution's factor structure. Putting our estimator to work, we find that a unique positive SDF prices all U.S. asset classes and satisfies the Hansen/Jagannathan variance bound. In contrast, over a recent period, the Chinese and Indian equity markets do not share the same SDF and hence do not seem to be integrated.
Changing Expected Returns Can Induce Spurious Serial Correlation with Richard Roll
• Changing expected returns can induce spurious autocorrelation in returns and possible bias in other financial models. We show why this happens with some simple examples and then investigate its prevalence in actual equity data. Assets may undergo changes in expected returns for a variety of reasons. Hence, autocorrelations computed from extended records can be subject to spurious bias. The bias might be difficult to measure because of noise but a re-sampling method (the bootstrap) discloses its rather ubiquitous presence in US equity data. Turning the phenomenon on its head, return serial correlation in an efficient market is evidence of changing expected returns. Estimated risk measures such as "beta" might also be subject to bias induced by nonstationary mean returns, but the direction of the bias is more ambiguous. • Finalist for the Crowell Prize 2019, PanAgora Asset Management • Existing factor mimicking portfolios (FMPs) for non-traded factors suffer errors-invariables and portfolio selection biases. We propose an instrumental variable (IV) approach with individual assets returns to construct FMPs and use them as factors to test macro-factor asset-pricing models. The IV approach leads to nearly unbiased risk premium in simulation, while other methods have large biases. Using IV approach to construct FMPs, recently developed non-traded factors rarely have significant risk premia; whereas, consumption growth, CPI, unemployment rate and business sector output do. The latter also passes the necessary conditions of genuine factor identification. We apply IV approach to corporate bond market and find that consumption growth and default spread have significant risk premia. should be less negative in the US and could even be positive. Using real estate investment trusts and expected inflation imputed from inflation-indexed bonds, we find a significant empirical difference. In Canada, increases in interest rates driven by inflation have a strongly significant negative impact. In sharp contrast, the US inflation impact is significantly positive when controlling for market-wide equity and is insignificant when controlling also for size, book-to-market, and momentum. Unlike expected inflation, real interest rates have a similar and strongly negative impact on real estate values in both countries.
Real estate and interest rate: A comparison between US and Canada with Richard Roll
Sentiment across Asset Markets with Dashan Huang, Heikki Lehkonen and Guofu Zhou
• In this paper, we study investor sentiment in five major asset markets: stocks, bonds, commodities, currencies, and housing. Based on Thomson Reuter's sentiment measures extracted from several thousand news and social media sources, we find that each market is predicted by its own sentiment. Cross-markets, kitchen sink regressions reveal that the stock market is influenced only by bond sentiment, while bond market is affected just by currency market, which is largely unexplained by others; the commodities are related to currencies and housing, and housing can be predicted by stock and bond sentiment. In an efficient information aggregation by the partial least square (PLS), the predictability of each market increases substantially by using information of all markets vs using only its own sentiment. 
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